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INDEPENDENT AUDITORS’ REPORT

Officers and Trustees

Louisiana Municipal Risk Management Agency
Accident and Health Fund

Baton Rouge, Louisiana

We have audited the accompanying financial statements of Louisiana Municipal Risk Management Agency —
Accident and Health Fund (a quasi-public organization) (the Fund) which comprise the statements of net
position as of December 31, 2012 and 2011, and the related statements of revenues, expenses and changes in
net position, and cash flows for the years then ended, and the related notes to the financial statements.

Management's Responsibility for the Financijal Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Aunditors” R sibli

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performed procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the Fund’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Fund’s intemal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Louisiana Municipal Risk Management Agency - Accident and Health Fund as of December 31,
2012 and 2011, and the results of its operations and its cash flows for the years then ended in accordance
with accounting principles generally accepted in the United States of America.
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Other Reports Required by Government Audining Standards

In accordance with Government Auditmg Standards, we have also issued our report dated June 11, 2013, on
our consideration of the Fund’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts, grant agreements, and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Fund’s internal control over financial reporting and compliance.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 5 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our audit
of the basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide
any assurance.

Baton Rouge, Louisiana
June 11,2013



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - ACCIDENT AND HEALTH FUND

MANAG ’S DISCUSSION AND ANALYSIS
AUDITED

The Management's Discussion and Analysis of the Louisiana Municipal Risk Management Agency -
Accident and Health Fund (the Fund) presents a narrative overview and analysis of the Fund’s financial
activities for the years ended December 31, 2012 and 2011. This document focuses on the current year's
activities, resulting changes, and currently known facts in comparison with the prior year's information. We
encourage readers to consider the information presented here in conjunction with the Fund’s financial
statements, which follow this section.

Financial Highlights

o The assets of the Fund exceeded its liabilities at December 31, 2012 by $1,624,338 compared to the
Funds assets exceeding ts liabilities by $927,000 as of December 31, 2011.

e At December 31, 2012, the Fund’s assets totaled $4,204,476, which consisted primarily of cash and
receivables, as compared to a balance of $3,362,087 at December 31, 2011.

e The Fund reported gross premiums earned of $16,484,577 and $15,884,190 during the years ended
December 31, 2012 and 201 1, respectively.

» The Fund reported an increase in net position of $697,338 during the year ended December 31, 2012
compared to a decrease in net position of $711,449 during the year ended December 31, 2011.

Overview of the Financial Statements

This financial report consists of Management’s Discussion and Analysis and the basic financial statements.
The basic financial statements also include potes to the basic financial statements, which explain some of the
information in the basic financial statements in more detail.

The basic financial statements of the Fund report information about the Fund using accounting methods
similar to those used by the private sector. The Statements of Net Position include all of the Fund’s assets
and liabilities and provides information about the nature and amounts of investments in resources (assets) and
the obligations to the Fund’s members and creditors (liabilities). They also provide the basis for computing
rate of return, evaluating the capital structure of the Fund and assessing the liquidity and financial flexibility
of the Fund. Ail of the year's revenues and expenses are accounted for in the Statements of Revenues,
Expenses and Changes in Net Position. These statements measure the success of the Fund's operations over
the year and can be used to determine profitability, credit worthiness, and whether the Fund has successfully
recovered all its costs through its premium and investment income. The final required financial statements
are the Statements of Cash Flows. The primary purpose of these statements is to provide information about
the Fund’s cash receipts and cash payments throughout the year These statements report cash receipts, cash
payments and net changes in cash resulting from operations, investing, and financing activities.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - ACCIDENT AND HEALTH FUND

MANAGEMENT" (0) YSIS
AUDITED

Overview of the Financial Statements (continued)

The preparation of these financial statements requires the utilization of significant estimates, many of which
will not be known for many years. Changes in estimates as well as the differences in actual results and
estimated amounts will be included in the Statements of Revenues, Expenses and Changes in Net Position as
these circumstances become known.

Financial Analysis of the Fund

The Statements of Net Position and the Statements of Revenues, Expenses and Changes in Net Position
report information in a way that the reader can determine if the Fund is in a better financial position as a
result of the year's activities. These statements report the net position of the Fund and changes in it. Net
position (difference between assets, deferred outflows, deferred inflows and liabilities) can be used to
measure financial health or financial position. Over time, increases and decreases in the Fund's net position
are one indicator as to whether its financial health is improving or deteriorating. There are other non-
financial factors to consider, such as changes in economic conditions, healthcare costs, judicial environment,
and new or changed government legislation.

Condensed Statements of Net Position

December 31, 2012 December 31, 2011
Total assets $ 4,204,476 $ 3,362,087
Deferred outflows - B
Total liabilities 2,580,138 2,435,087
Deferred inflows - -
Net position 3 1624338 927,000

At December 31, 2012, the Fund’s assets represent approximately 163% of the Fund’s estimated liabilities as
compared to 138% at December 31, 2011. The Fund’s total liabilities consist primarily of estimated claims
payable, which increased approximatety 6% from December 31, 2011 primarily as a result of the timing of
expenses.
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MANAGEMENT"S DISCUSSION AND ANALYSIS
AUDITED

Financial Analysis of the Fund (continued)

Condensed Statements of Revenues and Expenses and Changes in Net Position

for the Years Ended December 31:
2012 2011
Operating revenues 3 16,484,577 $ 15,884,190
Operating expenses 15,788,901 16,597.440
Operating income (loss) 695,676 (713,250)
Non-operating income 1,662 1.801
Change in net position by 697,338 § (111449

The Fund experienced an excess of revenues over expenses in the amount of $697,338 for the current year
resulting primarily from a decrease in claims expense. Additionally, there is a slight increase in premiums
from the prior year as a result of increased rates offset by a slightly decreased number of participants. (See
Statements of Revenues, Expenses and Changes in Net Position on page 7 of this report). During the year
ended December 31, 2012, the Fund reported premium income of $16,484,577 and investment income of
$1,662. The Fund reported total expenses of $15,788,901, which consisted primarily of claims expense,
excess insurance and service agent expenses. Claims expense incurred during the years ended December 31,
2012 and 2011 represented 84% and 93% of premium income, respectively.

Future Changes to the Fund

Effective January 1, 2013, the Fund will be changed from the current self-funded program plan to an LMA
sponsored full-insured program through Blue Cross of Louisiana The Fund will continue to offer dental
coverage as it has previously done. Management believes the providers of healthcare through these venders
will provide benefits and administrative programs expected to comply with requirements of the Affordable
Healthcare Act for All Americans which becomes effective in January 2014. Management is continuing to
evaluate the expected impacts of this new law on the Fund. See Note 6 for more information.

Requests for Information

This financial report is designed to provide members, investors, and creditors with a general overview of the
Fund’s finances, as well as demonstrate accountability for funds the Fund receives. Questions concerning
any of the information provided in this report or requests for additional information should be addressed to
the Louisiana Municipal Risk Management Agency — Accident and Health Fund, P.O. Box 4327, Baton
Rouge, Louisiana 70821 or 225-344-5001.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

STATEMENTS OF NET POSITION
DECEMBER 31,2012 AND 2011

2012 2011
Cash and cash equivalents (note 4) $ 3,564,147 $ 2,643,141
Accounts receivable, net 363,516 568,779
Reinsurance receivable 276,813 150,167
Total assets $ 4204476 $ 3,362,087
Deferred outflows - -
Liabilities:
Unpaid claims liability (note 3) $ 1,615,000 $ 1,558,000
Accounts payable and other liabilities 659,988 585,787
Due to affiliates (note 2) 305,150 291,300
Total liabilities 2,580,138 2,435,087
Deferred inflows - -
Net position 1,624,338 927,000
Total liabilities, deferred inflows, and net position $ 4,204,476 $ 3,362,087

The accompanying notes are an integral part of these financial statements.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ENT AND HEALTH FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
YEARS ENDED DECEMBER 31, 2012 AND 2011

2012 2011
OPERATING REVENUES
Premiums earned $ 16,484,577 $ 15,884,190
Total operating revenues 16,484,577 15,884,190
OPERATING EXPENSES
Claims expense (note 3) 13,822258 14,723,367
Reinsurance premiums and commission (note 2) 1,135,332 1,036,527
Service agent fees (note 2) 789,479 804,695
Administrative fees (note 2) 14,495 14,786
Miscellaneous 27,337 18,065
Total operating expenses 15,788,901 16,597,440
OPERATING (LOSS) INCOME 695,676 (713,250)
NON-OPERATING INCOME
Investment income, net (note 4) 1,662 1,801
CHANGE IN NET POSITION 697,338 (711,449)
NET POSITION - BEGINNING OF YEAR 927,000 1,638,449
NET POSITION - END OF YEAR $ 1,624,338 $ 927,000

The accompanying notes are an integral part of these financial statements.
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LOUISIANA MUNICTPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2012 AND 2011

Cash flows from operating activities:
Operating income (loss)
Adjustments to reconcile operating income (loss) to net
cash provided (used in) by operations:

Change in reinsurance receivable
Change in receivables
Change in unpaid claims liability
Change in accounts payable and other liabilities

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Investment interest received

Net cash provided by investing activities

Cash flows from financing activities:
Change in due to affiliates

Net cash (used in) provided by financing activities
Net change in cash
Cash, beginning of year

Cash, end of year

The accompanying notes are an integral part of these financial statements.

-8

2012 2011

$ 695676 $  (713,250)

(126,646) 153,101
205,263 (467,361)
57,000 (498,000)
74,201 (65,007)
905,494 (1,591,017)

1,662 1,801

1,662 1,801

13,850 144,805

13,850 144,805
921,006 (1,444,411)
2,643,141 4,087,552

$ 3564147 § 2,643,141
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

(a)

®)

Background and Financial Statement Presentation

Louisiana Municipal Risk Management Agency (LMRMA) was formed under Louisiana Act No.
462 of 1979 to provide a program of accident and health, workers' compensation, and public
liability coverage for its member organizations. In accordance with Revised Statutes 33:1341-
1350, all local government subdivisions in the State of Louisiana are eligible to participate. The
Accident and Health Fund’s (the Fund) general objectives are to formulate, develop, and
admunister, on behalf of the member local governmental subdivisions, a program of interlocal risk
management, to obtain lower costs for that coverage, and to develop a comprehensive loss control
program. Local governmental subdivisions joining the Fund must be members of the Louisiana
Municipal Association; a member may withdraw from the Fund by giving proper notice. Fund
underwriting and rate-setting policies have been established by the Board of the Fund after
consultation with actuaries. If the assets of the Fund were to be exhausted, members would only be
responsible for their respective outstanding claims.

Louisiana Municipal Association (LMA) is an association for the municipalities of Louisiana and
is incorporated as a nonprofit corporation under the laws of the State of Louisiana. LMA acts as
the administrator for the Fund.

Risk Management, Inc. (RMI) is a third-party service agent primanly for LMRMA insurance
funds. RMI, a Louisiana Corporation, 1s a wholly-owned subsidiary of LMA.

Louisiana Municipal Reserve Fund Agency (LMRFA) was formed under Louisiana Revised
Statutes 33:1349(¢). LMRFA consists of imterlocal risk management agencies pooling excess
funds to provide reinsurance. Administration of the LMRFA is vested in the Executive Board of
LMA. Effective January 1, 2003, LMRFA began providing reinsurance for the Fund.

As of December 31, 2012 and 2011, there were 49 participating municipalities in the Fund with a
total number of participants of 2,003 and 2,186, respectively.

The various LMRMA Funds, LMA and RMI are all affiliated through common membership and
management control. Although all of these entities are related parties, their various net positions
are available only to each individual entity for its operations. For this reason, each entity is
presented as a separate "stand alone” entity in accordance with the Governmental Accounting
Standards Board (GASB) Statement No. 10 and GASB Statement No. 14.

Basis of Accounting

The Fund is considered an enterprise fund and, accordingly, uses the accrual method of accounting
and the flow of economic resources measurement focus. Under the accrual basis of accounting,
revenues are recognized in the accounting period in which they are eamed and expenses are
recognized in the period incurred. Private sector standards of accounting and financial reporting
1ssued prior to December 1, 1989, generally are followed to the extent they have been made
authoritative under Governmental Accounting Standards Statement 62, Codification of Accounting
and Financial Reporting Guidance contained in Pre-November 30, 1989 FASB and AICPA
pronouncements. Since the business of the Fund is essentially that of an insurance company,
having a business cycle greater than one year, the statements of net position are not presented in a
classified format.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

©

(d)

(¢)

Net Position

The Fund has implemented GASB No. 63, Financial Reporting of Deferred Outflows of Resources,
Deferred Inflows of Resources, and Net Position, effective fiscal year 2012. This standard
provides guidance for reporting the financial statement elements of deferred outflows of resources
and deferred inflows of resources. Deferred outflows represent the consumption of the
government's net position that is applicable to a future reporting period. A deferred inflow
represents the acquisition of net position that is applicable to a fiture reporting period. Because
deferred outflows and deferred inflows are, by definition, neither assets nor liabilities, the
statement of net assets title is now referred to as the statement of net position.

Premium Income and Accounts Receivable

Premiums are recognized as income over the term of the policies as they become earned on a pro
rata basis. Any adjustments to annual premiums are considered to be a change in estimate and are
recognized in the year they become known.

The Fund considers accounts receivable to be fully collectible; accordingly, no allowance for
doubtful accounts has been established. If accounts become uncollectible, they will be charged to
operations when that determination is made. Collections on accounts previously written off are
included in other income when received.

Operating / Non-Operating Revenue and Expense

Operating revenues consist of member premiums as these revenues are generated from the Fund’s
operations and are needed to carry out its statutory purpose. All expenses incurred for that
purpose are classified as operating expenses. Investment income and other revenues and expenses,
which are ancillary to the Fund’s statutory purpose, are classified as non-operating.

Unpaid Claims Liability

The Fund establishes claims liabilities based on estimates of the ultimate cost of claims (including
future claim adjustment expenses) that have been reported but not settled and of claims that have
been incurred but not reported. The length of time for which such costs must be estimated varies
depending on the coverage involved. Estimated amounts of reinsurance recoverable on unpaid
claims are deducted from the liability for unpaid claims. Because actual claims costs depend on
such complex factors as inflation, changes in doctrines of legal liability, and damage awards, the
process used in computing claim liability does not necessarily result in an exact amount. Claims
liabilities are recomputed periodically using a variety of actuarial and statistical techniques to
produce current estimates that reflect recent settlements, claims frequency, and other economic and
social factors. A provision for inflation in the calculation of estimated future claims costs is
implicit in the calculation because reliance is placed both on actual historical data that reflects past
inflation and on other factors that are considered to be appropriate modifiers of past experience.

Adjustments to claims liabilities are charged or credited to expenses in the period in which they are

made. The carrying amount of liabilities for claims losses and claims expenses is presented at the
estimated claims amounts in the financial statements.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continuaed)

®

L)

)

Cash and Cash Equivalents

For the purposes of the statements of cash flows, cash includes amounts in demand deposit
accounts with banks, and money markets and repurchase agreements, which are usually purchased
with maturities of 90 days or less or are reinvested continuously.

Excess Reinsurance

The Fund uses excess reinsurance to reduce its exposure to large losses on insured events. Further
description of the reinsurance coverage is described in Note 5. Reinsurance permits recovery of a
portion of losses from reinsurers, although it does not discharge the primary lLiability of the Fund as
direct insurer of the risks reinsured. The Fund does not report reinsured risks as liabilities unless it
is probable that those risks will not be covered by reinsurers. Claims expense consists of claims
incurred during the current year, adjustments to the accounting estimate of prior years' claims
expense and a reduction for claims covered by the reinsurer in accordance with the reinsurance
policy. Reinsurance receivable represents claims paid in excess of excess retention. The Fund
considers reinsurance receivable to be fully collectible; accordingly, no allowance for doubtful
accounts has been established.

Income Taxes

The Fund is exempt from federal income taxes under Sections 7701 and 115(1) of the Internal
Revenue Code.

(i) Use of Estimates

)

The preparation of the financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates and assumptions, For
example, significant estimates and assumptions are used in estimating its insurance liabilities, and
accruals. If future experience différs materially for these estimates and assumptions, the financial
statements could be affected.

Reclassifications

Certain items in the 2011 financial statements have been reclassified to be comparative to the 2012
presentation.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

RELATED PARTY TRANSACTIONS

LMA, RMI and LMRFA provide services related to the self-insurance funds operated for the benefit of
Louisiana municipalities. The fees incurred by the Fund for these services and related balances owed are

as follows:

Expenses and current fee structure:
Administrative fees — LMA ($.60 per
person per month in 2012 and 2011)
Service agent fees ~ RMI ($32.00 in 2012 and 2011
for health and $1.20 for dental participant in 2012 and 2011)
Reinsurance premium expense — LMRFA ($40.58 in 2012
and $37.88 in 2011 per person for health participants)
Reinsurance commission — RMI ($6.42
in 2012 and $4.18 in 2011 per health participant)

Due to affiliates:
LMA
RMI

2012

§ 14495
§__789.479
£_980250
§ 155,081
$ 2280

302,870
§ 305,150

2011

i 14786
8__804,695
8933515
i__103.012
$ 137,470

153.830
§._ 291300

For the years ended December 31, 2012 and 2011, the Fund recorded and offset related claims expense
$810,067 and $647,002, respectively received from the LMRFA as it relates to the reinsurance
arrangements (see note 5). Of these amounts, $276,813 and $150,167 are receivable as of December 31,
2012 and 2011, respectively.

CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes in the Fund's aggregate unpaid claims liabilities for the years ended
December 31:

2012 2011
(Amounts in thousands)
Unpaid claims and claims adjustment
expenses liability, beginning of year $ 1,558 % 2,056
Incurred claims and claims adjustment
expense-provision for insured events 13,822 14,723
Less payments — claims and claims
adjustment expenses 13,765 15221

Unpaid claims and claims adjustment

expenses liability, end of year g 1615 § 1558

Settled claims have not exceeded aggregate insurance coverages in any of the past two fiscal years.

-12-
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

OTES TO FINANCIAL STATEMENTS

CASH AND CASH EQUIVALENTS

The Fund must comply with Rule Number 4 of the Commissioner of Insurance, State of Louisiana.
According to Rule Number 4, all deposits in financial institutions made by these funds shall be limited to
institutions in Louisiana unless a higher rate can be obtained in an out-of-state institution. Deposits in
financial institutions may exceed the federally insured amount in any one financial institution, as long as
the amount is not in excess of the greater of $500,000 or 5% of the combination of surplus, undivided
profits and reserves as currently reported by the financial institution. In regard fo deposits and
investments, the Fund is in compliance with these revised provisions as of and during the years ended
December 31, 2012 and 2011. All demand deposits are insured or collateralized by pledged securities
held by an agent in the name of the Fund.

Under Rule Number 4 of the Commissioner of Insurance, State of Louisiana, the Fund may invest any
surplus monies in obligations of the U.S. Government and its agencies, as well as financial institutions.

Net investment income for the years ended December 31, 2012 and 2011 consists of the following:
2012 2011

Interest income s 1,662 8 1,801
REINSURANCE POLICY COVERAGE

The Fund and its excess reinsurer represent a oooperatwe program for group funding and risk
management of accident and health claims of participating Louisiana municipalities. Although premiums
billed to the participants are determined on an actuarial basis, the ultimate liability for claims remains
with the members/participants, and the Fund has the authority to assess the members/participants to fund
any deficits incurred.

Since January 1, 2003, the Fund has obtained reinsurance from LMRFA to provide the following
coverage:

Item I: Annual aggregate in excess of 125% of annual earned normal premium.
Item II: $900,000 specific losses in excess of $100,000 each and every loss.
Amounts paid to LMRFA for reinsurance were obtained at a discounted rate compared to what

management believes could be obtained in the commercial market. See Note 2 for details on amounts

paid to and recovered from LMRFA for reinsurance arrangements. There have been no aggregate
collections for either year

-13-



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

6. SUBSEQUENT EVENTS

Management has evaluated events through the date that the financial statements were available to be
issued, June 11, 2013 and determined that the following disclosure is necessary. Effective January 1,
2013, the Fund converted from a self-funded program plan to an LMA sponsored fully-insured program
through Blue Cross of Louisiana. The Fund has no underwriting risk and LMRFA no longer provides
reinsurance subsequent to this date. The Fund has signed an administrative services agreement for run-
out claims with Blue Cross of Louisiana for the period January 1, 2013 through December 31, 2013. An
administrative fee equal to 11% of claims paid under the agreement will be paid for these services. The
Fund will continue to offer dental coverage as it has previously done.

No other subsequent events occurring after this date have been evaluated for inclusion in these financial
statements.

-14-
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PORT ON INTERNAL CONTROL OVER FINANCTAL REPORTING AND ON
COMP CE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Officers and Trustees

Louisiana Municipal Risk Management Agency
Accident and Health Fund

Baton Rouge, Louisiana

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditng Standards
issued by the Comptroller General of the United States, the financial statements Louisiana Municipal
Risk Management Agency Accident and Health Fund (the Fund), which comprise the statement of net
position as of and for the year ended December 31, 2012, and the related statement of revenues,
expenses and changes in net position, and cash flows for the year then ended, and the related notes to
the financial statements, and have issued our report thereon dated June 11, 2013.

Internat Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Fund’s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Fund’s internal control over financial reporting. Accordingly, we do not express
an opinion on the effectiveness of the Fund’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the Fund’s financial statements will not be prevented, or detected and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal
control that is less severe than a material weakness, yet important enough to merit attention by those
charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Fund’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.
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Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Fund’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Fund’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Baton Rouge, Louisiana
June 11,2013
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INDEPENDENT AUDITORS’ REPORT

Officers and Trustees

Louisiana Municipal Risk Management Agency
Public Liability Fund

Baton Rouge, Louisiana

We have audited the accompanying financial statements of Louisiana Municipal Risk Management
Agency — Public Liability Fund (a quasi-public organization) (the Fund) which comprise the statements
of net position of as of December 31, 2012 and 2011, and the related statements of revenues, expenses

and changes in net position, and cash flows for the years then ended, and the related notes to the financial
statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America. This includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and

perform the audits to obtain reasonable assurance about whether the financial statements are free of
matenial misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the Fund’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Fund’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

We belicve that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinion

In our opmion, the financial statements referred to above present fairly, in all material respects, the
financial position of Louisiana Municipal Risk Management Agency - Public Liability Fund as of
December 31, 2012 and 2011, and the respective changes in financial position and its cash flows for the
years then ended in conformity with accounting principles generally accepted mn the United States of
America.
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estatement of Prior Financial Statements for Correction of an Error

As discussed in Note 6 to the financial statements, the unpaid claims liability and claims expense as of
December 31, 2011 and prior years were determined by management 1o have been misstated due to the
use of erroneous information in the reserve setting process. Accordingly the 2011 financial statements
have been restated for amounts reported for the unpaid claims liability, claims expense, and the net
position at the beginning of 2011. Our opinion is not modified with respect to that matter.

Other Reports uired by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report, dated June 11, 2013,
on our consideration of the Fund’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an sudit
performed 1n accordance with Governmental Auditing Standards in considering the Fund’s internal
control over financial reporting and compliance.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 5 and the schedule of ten-year claims development on page
19 be presented to supplement the basic financial statements. This information has been restated for 2011
and prior years for the reasons described above. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to
be an essential part of financial reporting for placing the basic financial statements n an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with audsting standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Baton Rouge, Louisiana
June 11,2013



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - PUBLIC LIABILITY FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED AND RESTATED)

The Management's Discussion and Analysis of the Louisiana Municipal Risk Management Agency — Public
Liability Fund’s (the Fund) financial performance presents a narrative overview and analysis of the Fund’s
financial activities for the years ended December 31, 2012 and 2011. This document focuses on the current
year's activities, resulting changes, and currently known facts in comparison with the prior year's information.
We encourage readers to consider the information presented here in conjunction with the Fund’s financial
statements, which follow this section.

Financial Highlights

s As more fully described in Note 6, the 2011 financial statements have been restated to correct overstatement
of the unpaid claims liability of approximately $502,000. The financial highlights reflect comparison to
adjusted 2011 amounts.

o The assets of the Fund exceeded its liabilities at December 31, 2012 by $9,691,084 compared to $8,278,367
as of December 31, 2011, which is a 17% increase.

e At December 31, 2012, the Fund’s assets totaled $25,503,677, which consisted primarily of investment
securities primarily composed of direct and indirect investments in U.S. Government debt obligations and
accounts receivable. At December 31, 2011, the Fund’s assets totaled $23,557,906 and were comprised of
similar types of assets.

o The Fund reported earned premiums of $11,272,040 and $11,324,123 during the years ended December 31,
2012 and 2011, respectively.

e Net position increased by $1,412,717 during the year ended December 31, 2012 compared to an increase of
$948,780 during 2011.

e At the end of the current fiscal year, the Fund’s net position totaled $9,691,084 or 94% of current year
expenses.

Overview of the Financial Statements

This financial report consists of Management’s Discussion and Analysis and the basic financial statements. The
basic financial statements also include notes to the financial statements, which explain some of the information
in the financial statements in more detail.

The basic financial statements of the Fund report information about the Fund using accounting methods similar
to those used by private sector. The Statements of Net Position include all of the Fund’s assets and liabilities
and provides information about the nature and amounts of investments in resources (assets) and the obligations
to the Fund’s members and creditors (liabilities). These statements also provide the basis for computing rate of
return, evaluating the capital structure of the Fund and assessing the liquidity and financial flexibility of the
Fund. All of the year's revenues and expenses are accounted for in the Statements of Revenues, Expenses and
Changes in Net Position. These statements measure the success of the Fund’s operations over the year and can
be used to determine whether the Fund has successfully recovered all of its costs through its premium and
investment income, profitability and credit worthiness. The final required financial statements are the
Statements of Cash Flows. The primary purpose of these statements is to provide information about the Fund’s
cash receipts and cash payments throughout the year. These statements report cash receipts, cash payments and
net changes in cash resulting from operations, investing, and financing activities.

The preparation of these financial statements requires the utilization of significant estimates. Changes in

estimates, as well as the differences in actual results and estimated amounts, will be included in the Statements
of Revenues, Expenses and Changes in Net Position as these circumstances become known.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - PUBLIC LIABILITY FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS
AUDITED AND RESTATED

Financial Analysis of the Fund

The Statements of Net Position and the Statements of Revenues, Expenses and Changes in Net Position report
information in a way that the reader can determine if the Fund is in a better financial position as a result of the
year's activities. These statements report the Net Position of the Fund and changes in them. The net position
(difference between assets and liabilities) can be used to measure financial health or financial position. Over
time, increases and decreases in the Fund's net position are one indicator as to whether its financial health is
improving or deteriorating. There are other non-financial factors to consider, such as changes in economic
conditions, healthcare costs, judicial environment, and new or changed government legislation.

Condensed Statements of Net Position at December 31:

2012 —2011(as restated)
Total assets $ 25,503,677 $ 23,557,906
Deferred outflows - -
Total liabilities 15,812,593 15,279,539
Deferred inflows - -
Net position 9691084 §____ 8278367

All of the Fund’s assets can be used for any lawful purpose consistent with the policies and guidelines
established by the Board of the Fund. Total assets increased approximately 8% over prior year and consist
primarily of investments in U.S. Government and Agency debt securities. Total liabilities remained relatively
constant.

Condensed Statements of Revenues and Expenses and Changes in Net Position
for the Years Ended December 31:

2012 201 1(as restated)
Operating revenues 3 11,272,040 $ 11,324,123
Operating expenses 10,307,970 11,039,311
Operating income 964,070 284 812
Non-operating income 448.647 663.968
Change in net position g 1,412,717 g 948780



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - PUBLIC LIABILITY FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED AND RESTATED)

Financial Analysis of the Fund (continued)

During the year ended December 31, 2012, the Fund reported premium income of $11,272,040 and investment
income of $448,647. Premiums decreased slightly during 2012 due to a reduction in participating groups than in
the prior year. The Fund reported total expenses of $10,307,970, which consisted primarily of claims,
reinsurance premiums, administrative and service agent fees. Claims expense decreased in the current year
primarily as a result of cases settling more favorably during the year ended December 31, 2012 compared to
prior periods. The Fund experienced a net increase in net position of $1,412,717 for the current year. See
Statements of Revenues, Expenses and Changes in Net position on page 7 of this report.

Requests for Information

This financial report is designed to provide members, investors, and creditors with a general overview of the
Fund’s finances, as well as demonstrate accountability for funds the Fund receives. Questions concerning any of
the information provided in this report or requests for additional information should be addressed to the
Louisiana Municipal Risk Management Agency — Public Liability Fund, P.O Box 4327, Baton Rouge,
Louisiana 70821 or 225-344-5001.



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

STATEMENTS OF NET POSITION
DECEMBER 31, 2012 AND 2011

ASSETS
(as restated)
2012 2011
Investments (note 4) $ 22,738,104 $ 19,317,625
Accounts receivable, net 1,375,587 1,575,788
Reinsurance receivable (note 3) 1,115,988 2,220,181
Deductibles receivable 163,329 245,913
Due from affiliates - net (note 2) - 98,121
Accrued interest receivable 110,669 100,278
Total assets $ 25,503,677 $ 23,557,906
Deferred outflows - -
LIABILITIES AND NET POSITION
Liabilities:
Unpaid claims liability, net (note 3) $ 13,583,000 $ 12,966,000
Unearned premiums 2,126,709 2,310,681
Due to affiliates - net (note 2) 83,594 -
Accrued expenses 19,290 2,858
Total liabilities 15,812,593 15,279,539
Deferred inflows - -
Net Position 9,691,084 8,278,367
Total liabilities, deferred inflows, and net position $ 25,503,677 $ 23,557,906

The accompanying notes are an integral part of these financial statements.
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LOUISTIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

STATEMENTS OF REVE EXPENSES AND CHANGES IN NET POSITION
YEARS ENDED DECEMBER 31, 2012 AND 2011

ERATING REVENUES
Premiums earned
Total operating revenues

OPERATING EXPENSES

Claims expense (note 3)
Reinsurance premiums (note 2)
Administrative fees (note 2)
Service agent fees (note 2)

Bad debt expense
Miscellaneous

Total operating expenses
OPERATING GAIN
NON-OPERATING INCOME

Investment income, net (note 4)

GE IN NET POSITION

NET POSITION AT BEGINNING OF YEAR,
AS PREVIOUSLY REPORTED

Restatement for overstatement of reserve liabilities (note 6)

NET POSITION - BEGINNING OF YEAR, AS RESTATED

NET POSITION- END OF YEAR

The accompanying notes are an integral part of these financial statements.
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(as restated)
2032 2011

11,272,040 $ 11,324,123
11,272,040 11,324,123
6,697,076 7,644,000
2,046,139 1,572,964
658,527 662,287
682,046 685,943
165,172 436,840
59,010 37,277
10,307,970 11,039,311
964,070 284,812
448,647 663,968
1,412,717 948,780
7,206,587

123,000

8,278,367 7,329,587
9,691,084 § 8,2‘.'8,36”_'_1=




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2012 AND 2011

(as restated)
2012 2011
Cash flows from operating activities:
Operating gain $ 964,070 $ 284,812
Adjustments to reconcile operating gain
to net cash provided by operations:
Bad debt expense 165,172 436,840
Change in receivables 1,211,415 768,607
Change in unpaid claims liability 617,000 912,000
Change in accrued expenses, unearned
premiums and due to affiliates 14,175 {550,628)
Net cash provided by operating activities 2,971,832 1,851,631
Cash flows from investing activities:
Purchases of investments (15,540,310) (6,144,902)
Proceeds from sales and maturities of investments 12,044,431 3,830,590
Investment income received 524,047 462,681
Net cash used n investing activities (2,971,832) (1,851,631)
Net change in cash - -
Cash, beginning of year - -
Cash, end of year 3 - 3 -

The accompanying notes are an integral part of these financial statements.
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